By DAYID J. LEVIN

FRUH 1961 to 1980, general own-
souree receipts of State and local gov-
srmments as measured in the nationsl
inpome and produet eccounts (NIPA's)
increpsed more than $220 billion, or
gix times. In this article, the analysis
of this growth goes beyond the con-
ventional analysia by type of receipt
and by type of jurisdiction to examine
what are called the "sources” of
growth, The article distinguizhes as
sources of growth legislative actions,
on the one hand, and events oulside
the reach of legislative actions—
mainly economic activity and infla-
tion—0on the ﬂtl'lﬂl'.

Annlysis of thess sources for re-
ceipts that malte up 66 to TD percent
of the total indicated two distinet pe-
vods. Im 1962-72, legielative actions
acoounted for between one-quarier
and one-helf of the growth in moat
years. In 1%72-80, economic activity
and inflation accounted for virtually
all of the growth. In the latter period,
- legislative actions held down growth
in receipts of local government and

Sources of Growth in Selected State and
Local Government Tax Receipts

there was a shift of [(iscal resources
away from local toward State govern-
ment. The introduction of "cirenit-
brealrers” and other initiatives, such
as California’s Propogition 13, in prop-
erty taxes, and removal of certain
itema from the eales tax base, were
atmnong the specific legislative actions
holding down growth in receipts in
1972-80. More generslly, improva-
ment in the Stata and local fiseal po.
mition, in psrt a result of eccelerated
growth in Federal grants-in-aid, les.
sened pressure for coniinued in-
creases in tax rabes and basas.

Coverage and framework

In the NIPA's, genersl own-source
reveipte consiets of personsl tax and
nontax receipts, corporate profita cax
accruals, and indirect buginess tax
and nontax accruals. This article
covers seven types of these receipta
for which information on legislative
actions can ba found or derived (table
1. A substantial portion of the 30 to
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35 percent of general own-source re.
ceipts not covered are local govern-
ment receipts,

Not all State legiclative actions are
coversd—for example, theae made
after 1974 to increase receipts related
to exploitation of energy sources (sev-
erance taxes, vents, and rovalties)
However, most of the receipts changes
regulting from legislative actions are
reflected in the data presented.

Except in the case of property
taxes, the discussion is in terms of
epecific legislative actions—impoaition
of new taves {or sholition of old ones),
rate changes, or changes in the tax
baee. Property taxes ore disecussed in
tarms oft {l) average effective tax
ratea, ie., the tax liability as a per-
centage of assessed value of taxable
property; (2) the relationship between
assessment values and merket valnes
{assesament/market ratios); and (8}
the relationship between current- and
conetant-dollar values of taxable prop-
erty. The alternative framework is
necessary because the task of estimat-
ing the effects of property tax rate ae-
tions for 80,000 local povernments
mosgt of which are empowered to levy
property texes, is too complex to at-

- temmt.

Local indivect business property dax
accruais

Although local indirect business
property tax accruale grew substan-
tially from 1961, they grew lees rapid-
ly than did general own-source re-
ceipts as a whole; they remained,
however, the largest single own-
gource receipt for States and local-
itiea. These tazes are levied sa & pro-
portion of the value of real property—
structures (including residences) and
the land upon which the struciures
rest—and business personalty—equip-
ment, vehicles owned by business, in-
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ventories, and the like. Some local-
itiea lewy property taxes on intangible
property—bank stock, for example—
but this represents a megligible pro-
portion of the tax base. {Property
taxes on household furnishings are in-
cluded in persomal property taxes in
the NIPA’s.)

Table 2 shows property tax arcruals
calcutated om several diffevent hases
in order to isolate the sources of
growth. Column 1 is the regnlarly
published accruais estimste {see
NIFA table 38) Column 2 shows
what these taxes would have been if
the average effective tax rate had
been held constent at the 1961 level.
Column 3 ig the difference between
columns 1 and 2, and iz the scervals
due to the changes in the average ef-
fective tax raie from the 1861 level.

Column 4 ghows what property
tanxes would have been if the ausess-
ment/ market ratio had been held con-
stant at the 1363 level, and column 5.
the difference between column 4 and
the published aceruals in column 1, is
the accruala due to changes in the as-
seggment/morket ratio from the 1961
leval. Column 6 holde both the aver-
ape eifective tax rate and the assess-
ment/market ratio conrstant. Colemn
7 again holds the average affective
tax rate and agsessment/market ratio
constant, but applies them to market
values calculated in 1961 doilars to
remove the eifect of inflation.t
Column £ is the difference batween
colurona 6 and 7, pind i the acerunls
due to the rise in prices of taxsble
property. .

Table 8 shows the annnal change in
property taxes calculated on the var-
ious bageg shown in table 2. Columns
1, 2, and 3 present totasl changes in
the published accruals, changes due
to real growth in the taxable proper-
ty, and changes due to inflation, re-
spectively. Columme 2 and 3 are
¢hanges that aye not the result of leg-
jglative actions. Columns 4 amd 5
show changes due to changea in the
average effective tax rate, and due to
changes in the assessment/market
ratio.

1. Carrent: nad eonalant-Jollnr estimates for taxable
of equipment and structursd for Fioed private
capita) wers taken fram Burau of Ecamonic Analysis
Fired Reproduciie Tangibde Wealth in the United
Stater, 188577 Washingtan, INC: 118, Gowermment
dala.

-

March 1852 and from unpublished

i

SURVEY OF CURRENT BUSINESS

Tha contribution of real growth in
taxahle p varied considerably.
Oniy once from 1962 mﬂlﬁ g‘ﬂ rﬁﬂl
growth generate more ) -
lion in tax increases. The week in-
creapes in 1968 and 1968, after a
girong 1987 incrense, may be related
to the orban unrest prevalent in the
later 1960'a, when much inner-city
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property was abandoned by owners
and thus effectively removed from
taxable statue. In 1970-T6, the tax in-
creasea generated by real growth av-
eraged about $1.2 billion. The small
increase in 1977 probably yeflects re-
duced additions of new structures to
the tax base during the 1974-1%75 re-
ceagion,

Table 2.—Local Government [ndirsct Busineas Froperly Tax Aceruals, Yarlous Measures
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Tahle 3.—Annual Change In Local Government Indirect Business Property Tax Accrualks, by
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Only in 1962-66 did changen in the
average effective rate add substantial-
13tuprape1_-tytaximreams.1ut]3at
peried, tax increases generated by in-
creacing  affactive  retes  averaged
about 310 bkillion. In 1967-T1, in-
creases averaged only $0.2 billion end
in 1972-80, the average effective tax
rate declinad so that the contribution
.. of effective rate changes was negative,
ranging between —§0.8 billion and
—§2.2 billion.

Declines in effective rates did not
necessprily involve explicit “millage”
changes; legislative actions granting
exemptionsg or imposing income-relat-
ed ceilings on property taxes for the
elderly, the poor, or other specified
" glasses of property owners alao reduce
sverage effective tax rates. It may be
that declines in tax rates brought
shont by thess “circuit-bresker”
mechanisms were partly offset by in-
creased rates for taxpayers not quali-
fring for circuii-breakers.

The negative changes due to the
everape effective tax rate after 1971
. coincide reasonably well with the
major "circuit-breaker™ actions taken
by a number of State legislatures. The
Advisory Comraission on Intsrgovern-
mental Relations {ACIR) lists 30
States and the DHstrict of Columbia as
having circuit-breaker programs in
1978; of these, 18 were put into effect
hetwean 1971 and 1974. Of the zix in
existance before 1971, four were ex-
~ panded in that yesr.2 ACIR astimates
that these circuit-breakers lowered
taxes about $0.9 hillion in 1377. How-
ever, other factors, including rate
freezes (such asz those that became

+ law in California in 1972 and in Indi-

ana in 1974), also contributed signiil-
" cantly to the negative impact of the
everage effective tax rate on properiy
tax growth. California’s Proposition
13 aceounted for a portion of the large
. 1278 and 1979 changes (about $1.5 bil-
lion and $3.5 billion, respectively}, but

. the effect of other rate reductions in

those years was significant—about
$4.5 billion in 1978. It appears, there-
fore, thet policy decisions since 1971,
at least with respect to average offec-
tive tax rates, reduced property tazes
markedly below levels that would oth-

" arwise have been reached.

' 'Tﬂf‘i" ;iﬂﬂlﬁﬂg Featureg lJl'l;me Faderslienn, 18-
¥, Alvikory Commdssion on Intergovamimental Bale-
tians, May 1979,
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Table 3 indicates that changes in
apzeesment/market rotios had little
effect on property tax growth in 1962-
&7, and added modestly in 1968-69.
After 1870, the impact of such
chenges wea negative. Although
partly the result of legislative metion,
(eg., in Marylarnd in 1978), most of
the negative impact probably was
caused by the inability of assessors to
keep pace with the effects of inflation
on market values. About one-half of
the B2.6 billion decling in 1978 was
the vesult of Californis's Proposition
18, which abruptly pushed back as-
pessments to levels that had obtained
in 1977, and in some cases, even
earlier.

Changes in  assessment/market
ratios may reflect policy decisione pri-
marily intended to affect property tax
receipts, but they alse may reflect
policy decisions where there i no
intent to affect the level of receipéa.
Where nsmessments have increased
more slowly than market values be-
cauae of a shortage of agsessors, B de-
cision might be made to hire more as-
sesacre to bring assessments up to
date in order to equalize sssessiments,
and thus tax Mabilities, for properties
of squal market values. In another
situation, a decizsion might be made to
alter the shares of taxes paid by dif
ferent clasees of property owners. For
example, residential property might
be aagigned a lower assessment/
market ratio than commercial or in.
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dustrial property, thus shifting the
property tax burden away from home-
owners.

Sales toxes

This section discusses the growth of
four major State sales taxes: general
sales, motor fuel, aleohel, and tobaceo
products. For these tazes the effects
of legiglative actions were identified
directly, most often with data from
State revenue offices. (Local govern-
menty also have sales taxes, and they
increased tnarkedly over the period,
but they are among the local taxes for
which dats on legisiative actions are
not menerally available.) Administra.
tive changes, auch as avceleration of
collections from buasinesses, are not
covered because seler taxes are mens-
ured on an acervel bagizs in the
NIPA'a,

State general sales toxes.—The con-
tribution of legislative actione to
growth in this group of taxes shifted
rather abruptly in 1972 (table {)
Through the 1860°s and early 1870,
legislative actions accounted for be-
tween 20 percent and T percent of
growth. In 1973-77, legislative actionna
atill added to growth, but wers much
less important, contributing betwean
4 percent and 18 percent of growth.
In 1%78-80, the impact of legislative
actions was negative. Base changes—
primarily the removal of grocery food
sales, drugs, industrial and agrienltur-
al equipment, and most recently, resi-
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dential uotilities sales, from the tax
base—were responsible for this nega-
tive turn. Rate reductions were a neg-
Yigible factor. On the beais of informa-
tion awvailable for 1981, it wonld
appear that this movement has been
reversed.

Stale molor fuel sales toxes.—In
186167, lagislative actions mecounted
for sbout 20 percent of the $0.3 billion
sverage increase in motor fuel sales
taxes. In 1263-78, when increases av-
eraped twice as much, legislative ac-
tions accounted for about 30 percent.
Thess taxes declined in 1974, 58 a
result of the 1973 embargo by the Or-
gonization of Petroleum Exzporting
Countries {OPEC) on ail exported to
the United States; legislated rate in-
cragses weore nsufficient to reverse
the effects of a decline in motor fuel
consumption,

Consumption increased slightly in
1975, as did tanes. Consumption con-
tinued to increase in 1976-78, at rates
simjlar to those recorded in the
186('s; legislative actions contributed
only modestly to the accompanying
acceleration in taxes. In 1979-80, the
gecomd round of OPEC actions re-
duced consumption wmore seversly
than did the 1973 smbargo. Again,
legislated rate incresses partly coun-
teracted the decline.

In most States, motor fuel taxes are
reserved for the nse of transportation
or highway depariments. In addition,
other departments of State govern-
ment are affected by factors, eg. the
atate of the economy, in different
ways than are highway operations.
Thius, pressures for legislative aclions
with regspect to fuel taxes do not nec-
essarily occur at the same time or for
the same reasons as they do with re-
spect to income or general sales taxes.
Prices of goode and services pur-
chazed for the construction, repsir,
and maintenance of highways in-
creased more rapidly through most of
the 1970°'s than most other prices paid
by State governments. These factors,
coupled with the deprassed motor fual
tax collections, have generated grast
presgare for legizlative actions. Par.
tial data indicate that 26 States in-
creased motor fuel tax rates in 1981,
adding $0.6 hillion to accruals. De-
spite these rata increages, motor fuel
texes declined slightly.
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Table 5—Annusl Change m State and Lacal Government Permomal Income Tazes and Peresnt
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all but one year from 1362 to 1972,
legizlptive actions generated at least
one-half of total receipis growth for
these two taxes. In ell but one year
after 1972, legislative actions generat-
gd less than one-hali of the total
growth, Bacause tobacce and alcchol
are rvegarded as ‘'luxuries,” these two
taxes have traditionally been regavd-
ed as relatively easy taxes to incranse.
After 1972, however, State legisla-
tures did not look to these taxes for
additisnal revenue growth, :
Thus, in earh of these four major
State sales taxes, lepiclative actions
were a msjor contrlbutor to tax
growth befora 1973, and, with the ex-
ceplion of motor fuel taxes after 1978,
their role wea smallar thereafter.
There were substantial increases leg-
islated in spme States but reductions
in other States were relatively more
imporient, and increases leas impor-
tant, than before. This ghift approxi-
mately coincided with the beginning
of improvements in the fiseal position
of State and local governments, partly
the result of aceslerated growth in
Federal grants-in-aid beginning in
1972. One consequence of the im-
provement was reduced pressurs on
State legislatures for continued in-
creases in tax rates or bases for thesa
soles taxes. Whether or not they
could have continued to bear repeated
in¢rearer is open to quastion.

The contribution of legislative ac-
ticha to personmal income tax growth
at the State lovel appears to have
hesn more modest than for sales taxes
(table %5). Legislative pctions made
their largest positive contribution in
19710-7T2, when they accounted for one-
quatter of totel growth, A number of
Stotes changed income tax laws
during that period, but most of the in-
creases came from six major industri-
al States. [tinois, Pennaylvania, and
Ohio each imposed a broad-based per-
songl income tax for the frst time;
Michigan end Massechusetts in-
creazarl rates significantly; and New
York imposed a surtax.

A large part of the non-legislated
change in 1872 wag caused by a
change in Federal withholding prac-
tices under the Revenue Act of 1971
Becauge most taxpayers do not differ-
antiate betwesn Federal and Stote re-
porting for withhelding purposes ifor
example, by claiming different num-
bers of ezemptione for the two levels -
of government), the effect of the Fed-
eral chenge, which generated large
increases in owverwithholding at the
Federal level, had the same eifect at
the Stute level. It in estimated that
overwithholding added approximataly
#1 billion to State income tax coblee-
tiors in 1972. PFurther, becouse the

(eoitditned on p, G



b8

reonbicieed frum g 180
withholding change was a permanent
one, overwithholding as a proportion
of total collections continues to be
larger than it was before 1972,

The imposition of mandatory with-
holding, a2 well as other actions in-
tended to inerease the nparational af
ficiency of a tax, hes been ireated ae
an administrative change. Such ac-
tions nonetheless can have a visible
effect on the growth of a tax; a with-
holding system results in more tax
dollars than a system that requires
only anmual filing. Some of the in-
creases recorded in 1966-G9 were the
result of imposition of mandetory
withholding in Statas (notably Califor-
nia) where income taxes were previ-
pusly paid at filing or where with
holding was optional.

Information about legislative ac-
tions affecting local income taxes are
not readily available, eapecially before
1970, and therefore the percent due to
legislative actions shown in table 5
are not comprehensive. Among the
major identifiable actions in the mid-
1960°s ware the imposition of locome
taxes in New York City, Baltimere,
and in a number of Maryvland coun-
ties, Much of the 1971-72 increase in-
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volved further actione in New York
City, and the major 177 legislative
increase was in Philadelphis.
Summary

Table 6 shows total annual changes
for the seven types of taxes discusged,

and the part due to legislative astions
(including, for this purpose, changes

February 1982"

in assessment/market ratioa for pmp-‘
erty taxes). Legislative actions ac-
counted for a substantial part--be-
tween 24 pament and 52 percent—of *
receipts in most years from-.
1962 m 1972, ARer 1972, legislative
actions held down receipta growth in*
T of the 8 years. (It seams liely—on |
the hasis of data now available, large-
ly relating to sales and personal »
income taxes—that legislative at:houa
in 1981 added slightly t¢ the incresse”
in remipts] Conversely, while eco-
nomic activity and inflation account- -
ed for more than one-half of growth
in these taxes in 1962-T2, they 8-
counted for virtually all such gra-wth
nfter 1972.

Moreover, the negative effecta uf
legislative actions after 1972 appeared™
largely in receipts of lecal govern-
ments, specifically in property taxes,
Al the State level, the net effect of -
legilative metions, although small,
was generally positive. Growth in™
State receipts due to increases in eco-,
nomic activity and to inflation oc-
curred without the countering effects +
of legislative actions, such as uccurrad
in locel raceipts. The result was a *
shift in fiscal resources toward State

governments and away from locslities. |
%
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PLAM’s monthly payments siart at
only $23%, 60 percent lower than pay.
ments for the SFPM, and, assuming
an inflation rate of 10 percent,
remain lower through the first 10
years of the loan. (A GPM-IIL, in ¢on-
trast, would carcy initial monthly
payments of §461, 22 percent lower
than the SFPM’'s and almost double
the PLAM's.) If mottgage lendera use
a 25-percent payment-to-income rule,
an SFPM borrower would need an
income of $28,400 to qualify for a
250,000 morigage, while A FLAM baor-
rower would need an income of only
311,500,

There are two clear drawbacks to
the PLAM from the borrower's point
of view. First, of course, i the denger
that income will not keep pace with
inflation and that, as a result, pay
ments 88 a percentage of income will
rige, perhaps to an onerous level.
Second, equity accumulates much
more slowly with a PLAM than with
a SFPM. If house prices rise 10 per-
cent per year, for example, the SFPM
borrower in table 16 will have
$114,467 of equity in the house after
1) years, but the PLAM borrower will
have equity of only $59,987. (Of
course, the PLAM horrower will have
made smaller outlays—monthly pay-

b
ments toteling $45600—than the
SFPM borrower—monthly payments-
totaling ¥71,000.)

From the lender’s point of view, the * |
chief advantages of a PLAM are the,|
glimination of interest rate risk and |
certainty sbout the real value of pay* |
ments. The biggest dieadvantage i |
the reduced cash flow associated with” !
PLAM's in their early years, which, g
as with SAM’s, would make it diffi-
gult for lenders profitably to offer’
competitive rates on deposite. Alsq,
PLAM's would probably entail the
same kind of tax problems that arer
pssociated with negative amortization |
under GPM’s.




